The introduction of Special Economic Zones (SEZs) in India has injected hope for augmented economic growth in recent future. The motive behind establishment of SEZs was mainly to fuel rapid economic growth, provide world class infrastructure and employment, promote exports, increase foreign exchange reserves and attract more Foreign Direct Investment (FDI). The main objective of the paper is to investigate whether the enactment of SEZ policies had any impact on inflow of FDI among Indian states. This is tested using panel data techniques on 16 groups of states over 14 years period from 2001 to 2014. The results indicate that enactment of SEZ policy (as well as operational SEZs) in a state has induced more FDI inflow. Based on the results, it can be concluded that the states, which want to benefit from FDI inflow, they need to enact the policies sooner.
Introduction
Recognising the importance of export promotion in triggering the economic growth, the Government of India established the first Export Processing Zone (EPZ) at Kandla in 1965 [1] . Thereafter in next three decades, several EPZs were established namely, Kandla EPZ, Santacruz EPZ, Noida EPZ, Falta EPZ, Cochin EPZ, Chennai EPZ, Visakhapatnam EPZ and Surat EPZ. The EPZs, however, were not successful in ensuring the needed development due to rigid government laws, high transportation costs, long delays in obtaining permits ( [2] One of the aims of setting up the SEZs is to attract FDI, given its significant role in economic development [9] and it being an important source of non-debt financial resources [10] . In fact, FDI policies for SEZs are generally more liberal than that of for the country. For example, FDI as permitted in SEZs include 100
per cent FDI through automatic route for all manufacturing activities except for few strategic and security related goods (such as defense equipments, atomic substance etc.), 100 per cent FDI for developing the townships, and facility to set up manufacturing units in SEZs without approval from the Reserve Bank of India (RBI) 3 . Given the key emphasis on attracting units catering for export purpose, it is pertinent to check whether establishment of SEZs have resulted in increased FDI to the state.
Elsewhere, Wang [11] for China has found that SEZs are instrumental to boost FDI, foreign exchange reserves and exports in the country. Another study for China is by Tuan and Ng [12] , which argues that FDI inflow deepens the agglomeration. The study finds that 19 coastal cities, which also included four SEZs (Shenzhen, Zhuhai, Shantou and Ximen) of China, which were opened for FDI earlier attracted almost 11 times higher FDI inflows than other group of 218 cities by 1998. It is also seen in this study that agglomeration is an important factor in attracting FDI and this results in unbalanced regional development [12] . Fujita and Hu [13] based on their analysis have also concluded the important role of FDI in the biased regional development in China [13] . Cheng and 3 Kindly refer http://www.oifc.in/special-economic-zone-sez for details about other policies pertaining to FDI in SEZs.
Kwan [14] find that SEZs located in coastal areas and located nearer to cities are successful in attracting FDI vis-à-vis other SEZs [14] . Thus there is sufficient evidence in literature to suggest that the agglomeration effect of SEZs will bring more FDI to the regions which have these SEZs.
Under this backdrop, the objective of the present study is to examine whether The remaining paper is structured as follows. Section 2 reviews the literature looking into the determinants of FDI flows into particular state with specific ref-
erence to SEZs. Section 3 discusses the methodology used. The section also gives the data used for the study. Section 4 gives the descriptive statistics of different variables used. This is followed by reporting and discussion of results in Section 5. The paper concludes in Section 6 with policy implications of the study. [25] . Could SEZs attract additional FDI since their establishment? Due to the benefits generated by industrial clusters in attracting FDI and corresponding domestic investment, many developing countries have established these zones [26] . Evidence shows that though EPZs were successful in attracting FDI, especially the export oriented FDI [26] , however, other factors, such as labour market inflexibilities may have acted in the negative direction and thus could not perform well in attracting FDI. However, the export-oriented FDI is more affected by labour market rigidities and labour cost than domestic market-seeking FDI [22] .
Do SEZs
Wang [11] using panel data for 321 prefecture-level municipalities showed that in China SEZs have increased foreign owned capital during 1978 to 2007. Along with SEZs, there were host of other variables like private property rights protection, tax breaks, land use policies which were responsible for increase in FDI [11] . Makabenta [27] has found that the combined effect of variables like regional PCI, number of SEZs in the region, paved highways and existence of ports strongly influenced location of FDI. The study has emphasised that FDI is more attracted towards highly urbanised regions and access to infrastructure, which lower transport costs [27] .
Thus, establishment of SEZs is one of the major factors behind attracting FDI. by gross domestic product (GDP) [28] . Same a positive causal relationship between FDI and GDP has also been noted in Slovakia and Cambodia [29] . 4 Per capita income of Shanghai is almost 13 times higher than the per capita income of Guizhou [24] . [30] indicated that some countries, such as South Korea, Thailand, Singapore, Costa Rica and Chile have attracted more FDI having good infrastructure compared to others which have poor infrastructure. Banga [31] has shown that in addition to transport and communication infrastructure, labour costs, labour productivity and educational attainment were positive and significant while higher tariffs were shown to be counterproductive in attracting FDI. A recent study by Kathuria [33] , though not looking specifically FDI investment, has also corroborated that industries usually agglomerate where infrastructure and market exist.
However, the interstate variation in FDI inflows does not seem to be influenced by infrastructure as shown in a study by Chatterjee [32] . A panel data [20] .
A State with good fiscal prudence or decentralization seems to be another significant factor in attracting FDI. Based on the panel data analysis, Canfei [9] found that a province with more authority in economic matters and strict fiscal budget constraint attracts more FDI inflows. However, more legal spending in a province brings lesser FDI inflow. The economic and political reforms of transitional economies bring FDI inflows [9] .
The factors determining the FDI flows can also vary across countries. Sinha, Kent and Shomali [34] The factors attracting FDI in China are infrastructure, policy initiatives for economic freedom, opening up the economy and flexible labour laws. However, the factors attracting FDI in India are the size of Indian economy, exchange rate volatility, extent of corruption, political stability and growth rate. While India was following the policy of import substitution, China has export import oriented growth policy. China grew very fast whereas India was trailing behind. China got $60 billion dollars in 2005 whereas India did not even get $6 billion [34] . It is probably due to the restriction on larger FDI inflows to India, non-transparent sectoral policies of FDI, high tariff rates, lack of good infrastructural facility, lack of decision making authority with the state Governments, limited scale of EPZs, no liberalisation in exit barriers, stringent labour laws, financial sector reforms and high corporate tax rates [25] .
Based on above literature review, we can see that there exist several studies which have attempted to find the factors attracting FDI. However, only a handful of studies exist looking into the role of SEZs in attracting FDI. Incidentally, most of these studies are for China. The present study plugs this important gap in the literature by investigating the role of SEZs in attracting FDI in the Indian context.
Methodology and Data
In this section we describe the methodology looking into the role of SEZs in influencing FDI inflow after accounting for other factors having a significant role.
Based on the discussion in the previous section and similar to [35] , the factors influencing the decision to choose a particular location in India can be grouped into: 1) market-related factors; 2) labour-related factors; 3) infrastructure; and 4) government policy. Market factors as measured by Gross Sate Domestic Product (GSDP), population, and population density of the state can play an important role in attracting investment. Labour related factors could be the availability, wage rate, and quality of the workforce. Infrastructure variables include transportation network, telephone density, nearness to Ports, airports, length of the highways etc. Lastly, government policies like creation of SEZs, special incentives like giving tax concessions etc. also play a very significant role in attracting FDI.
Thus, in the model we considered the above groups of variables as potential determinants of FDI. The model looking into FDI inflow in a particular state is specified as follows:
( ) FDI f SEZ policy, Market factors, infrastructure, labour measure =
Model
We estimated the equation of the form
where i represent the state and t represents the time for the dependent variable (i.e., FDI inflow), y and the explanatory variables (x); α is the parameter specific to each state and does not vary over time. As explained in the earlier section, the following variables in linear form are considered 
Sources of Data
The required data set has been compiled from different sources apart from Indiastat which collates the data published in different secondary sources. In order to not to exclude these observations, a value of 1 is added to FDI value for all the observations and then log is taken. expected signs and source are described in Table 1 .
The study uses panel data technique for 16 major states for the period 2001 to 2014 to estimate the model to avoid the potential biasedness that may arise due to state-level heterogeneity, which may not be well captured using cross-section or time-series data. Regarding SEZ policy formulation, Table 3 Operational SEZ increases. However, the relation is not linear.
Descriptive Statistics
The descriptive statistics of all variables used in the model are given in Table 4 that among all the states, TN has above average value for all the variables whereas Odisha has below average value for all these variables. Table 5 compares different variables prior to and after formulating the SEZ policy. As mentioned, SEZpolicy is a dummy which takes the value "1", when the state formulated the SEZ policy and zero otherwise. For example, Maharashtra has formulated SEZ policy in 2001 (Table 3) Rajasthan have formulated SEZ policy in 2015 and as the study period is only upto 2014, the value of SEZpolicy variable for these states is taken as '0'. The t test has been carried out to find whether there is any significant change in these variables after SEZ policy. It is found from Table 5 that all variables except Urbanisation, are not only higher but also statistically significant. The comparison yields that formulation of SEZ policy has resulted in increased FDI inflow, increased per capita income, more electricity generation, more high way density and more number of operational SEZ in a particular state. 
Results
Before carrying out analysis, we tested for multicollinearity (correlation matrix is given in the appendix, Table A2 ). As can be seen from the table, States with sea port have not only had higher urban density, higher per-capita GSDP, but also higher highway density. The number of operational SEZs is found to be positively correlated to the per-capita income, availability of electricity, urbanisation, SEZ policy and nearness to the port but negatively correlated to highway density. This is not surprising as given the purpose of setting up of SEZs, which is meant for exports, they not only require larger parcel of land at a particular location, but also would be away from urban centres but nearer to a port. The severity of the multicollinearity problem is checked by Variance Inflation Factor (VIF) ( Table 6 ). As the VIF values are less than 10 and tolerance value (1/VIF) is greater than 0.1, this implies multicollinearity though exists, it is not a serious problem.
The Equation (2) has been estimated in three different ways 5 -1) pooled model (keeping α constant i.e. ignoring the state specific or temporal effects); 2) fixed effects; and 3) random effects. As the states are heterogeneous, random effects and fixed effects models control for the state specific effects, and the suitability of these models is tested using the Hausman specification test. We tested for the 5 All the analysis is carried out in STATA 13.1. 
Conclusions
The present study aimed to understand whether establishment of Special Eco- From policy perspective, if the objective of setting SEZ is to bring in more equitable growth among the states, this does not seem to concur with the results.
FDI is still concentrated in those states, which has some locational advantages.
FDI inflows have potential to develop the poorer states but on the contrary these states cannot attract FDI as the investors always look for states which offer them infrastructural, market advantages along with a risk free environment.
In terms of contribution, this study has attempted to find the relationship between SEZ and FDI in Indian context. The study has shown that the enactment of SEZ policy as well as operational SEZs in a state has increased FDI inflow.
This can be relevant from the policy perspective for the states which want to get benefit from FDI inflow, they will require to enact SEZ policy sooner.
There are some avenues for further research. First of all, whether or not the magnitude of inflows is sufficient enough to offset the losses that the Government is incurring in foregoing the tax revenues, the impact on environment SEZs have etc. is a subject of further analysis.
The present study can be further improved by constructing an infrastructure index. The variables like electricity availability per GSDP and highway density have been used as proxy for infrastructure index. Another area of further research is looking into the nature of SEZ that can attract maximum FDI. In the present study, there was no distinction between whether SEZ is electronics or food processing or biotechnology or textile or mixed, it is possible that more mixed SEZ may attract more FDI.
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